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THE 2004 ADVISORY COMMITTEE’S STATEMENT ON THE
2003 COMPETITIVENESS REPORT OF
THE EXPORT-IMPORT BANK OF THE UNITED STATES

The members of the 2004 Advisory Committee have reviewed the 2003 Competitiveness
Report to Congress and present its statement on the competitiveness of the Export-Import
Bank of the U.S. as compared with the other major export credit agencies (ECAs). In the
Advisory Committee’s opinion, Ex-Im Bank continues to fulfill its objective of providing
competitive export credit support.

Specifically, the Advisory Committee notes that the Report provides both comparisons
between ECAs of specific program features that are key to competitiveness, and
information from Ex-Im Bank’s annual survey of exporters and bankers on Ex-Im Bank
competitiveness. Further, the Advisory Committee supports the continued use of the
"report card" analysis and presentation for "Key Elements" which the Committee believes
to succinctly capture a balanced assessment of the Bank's overall competitiveness for
these elements. The Committee recognizes that non-financial factors are designed to
serve important public policy objectives, reflected by the Bank’s overall mission which
includes supporting U.S. jobs.

In addition, we fully concur with the assessment that the long term trends in the export
credit field center around the ability and willingness of ECAs to provide support in higher
risk areas (e.g., sub-sovereign borrowers, non-structured medium term export
transactions with unrated borrowers, small business). Moreover, the other area that the
Advisory Committee believes was accurately described and represents an additional
element on which Ex-Im Bank needs to make a concerted effort is co-financing where the
Bank continues to lag behind its foreign counterparts. Thus, in looking ahead, the
Advisory Committee strongly urges Ex-Im Bank to aggressively address these challenges
to ensure that U.S. exports can compete on a level playing field.

To conclude, Ex-Im Bank continues to play an invaluable role in facilitating and
maintaining U.S. jobs. Accordingly, the Bank needs to be constantly aware of and be
prepared to respond to the changes and challenges in the marketplace, particularly with
regard to its foreign ECA competitors and advantages that they are seeking to exploit.
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H. Thomas Kornegay
Chairman
2004 Ex-Im Bank Advisory Committee
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Executive Summary

The 2003 Competitiveness Report provides a comprehensive analysis of Ex-Im Bank’s
competitiveness as it relates to the medium- and long-term programs during calendar year
2003. This evaluation is based on both qualitative information gathered from a variety of
sources, including a survey of and focus groups with exporters and lenders, and quantitative
information from sources such as the Organization for Economic Cooperation and Development
(OECD) and the G-7 export credit agencies (ECAS).

The findings of this year’s report are presented within the framework of major trends in the
international marketplace during 2003 and the net effect of these influences on Ex-Im Bank
activity and competitiveness during this period. The major trends identified are:

e Activity levels of the G-7 ECAs in the medium- and long-term financing areas reflect a
continuing decline as a share of national exports and significant fluctuation in absolute
terms over the last several years, with preliminary results for 2003 suggesting a return
to more normal levels from a low point in 2002;

e The distribution of ECA financings is shifting to an overall greater concentration of
medium-term activity; with long-term financings concentrating in larger transactions
and/or riskier markets; and

e Emerging market borrowers are attracting more, and increasingly diverse, sources of
financing outside of the traditional ECA environment — a trend that was first reported
last year and is continuing steadily upward.

The activities of the G-7 ECAs during 2003 suggest that they have adopted strategies
characterized by exploration of niche roles and cooperative relationships with private and other
official ECAs.

Core Business Policies and Practices

Overall, Ex-Im Bank is generally competitive with the other G-7 ECAs. In particular, Ex-Im
Bank’s exposure fees (risk premia) were considered to be generally competitive with our foreign
counterparts. In addition, Ex-Im Bank’s 100% unconditional guarantee continues to be a very
competitive financing product. Finally, Ex-Im Bank’s approach to risk is perceived by the
exporting community to be generally competitive in most markets. Thus, on balance, Ex-Im
Bank levels the playing field with the typical ECA offer in the core business policies and
practices.

Comparison of Major Program Structures

Ex-Im Bank’s project finance and aircraft programs are considered highly competitive, a ranking
that is consistent with last year’s report. Co-financing, however, is an area in which Ex-Im Bank
lags its European counterparts because of the absence of a full complement of bilateral co-



financing agreements. Finally, the foreign currency program is comparable to the programs
offered by other G-7 ECAs.

Economic Philosophy and Competitiveness

As the Arrangement has increasingly codified export credit rules over the last decade, the
potential for the use of official financing tools outside the scope of the Arrangement to tilt the
playing field has grown. These tools such as untied aid and market windows — can be used to
exploit public policy niches that are antithetical to the U.S. export credit philosophy. Our first
goal, as was achieved with tied aid two decades ago, is to discipline the use of these tools
under the Arrangement. Due to lack of progress in the OECD on untied aid, the Administration
is attempting to use the G-7 to initiate OECD negotiations to bring transparency and discipline
to the use of this particular tool. Progress in the OECD on market windows has also been
difficult, given the lack of hard evidence of competitive harm. While Congress has provided Ex-
Im Bank authority to match egregious practices in both areas, these financing tools operate in a
grey zone, and evidence of adverse impacts on U.S. exporters in particular transactions has
been hard to establish.

Public Policies: Stakeholder Considerations

The existence of the Ex-Im public policy areas stemming from broader USG philosophy and
policy can influence the overall competitiveness of an individual transaction in varying degrees,
and colors the exporting community’s perceptions of Ex-Im’s overall competitiveness, as the
Bank tends to have more such constraints than other ECAs and, is the only ECA to have
economic impact and shipping policies requirements. While economic impact guidelines affect a
limited number of transactions, the MARAD/PR 17 requirements impact a somewhat larger
number of deals (e.g., non-containerized major capital goods). Consequently, the U.S.
exporting community views the public policy requirements as disadvantageous when they arise.

Operational Efficiency

A new factor considered in this year’s analysis is the issue of operational efficiency. Ex-Im
Bank, like the other G-7 ECAs, has undertaken a number of initiatives aimed at providing better
and more effective customer service — especially as a way of differentiating itself in the
processing of standard transactions. However, while Ex-Im Bank is not on equal footing with
the most advanced ECAs in the development and implementation of infrastructural changes to
achieve these goals, it is consistent with the more typical ECA. Nonetheless, a number of
participants in the focus groups noted concerns about Ex-Im Bank’s case processing time, and
the Bank launched a number of initiatives in 2003 to improve customer service and case
processing efficiency.



Overall

Similar to last year’s report, the 2003 Competitiveness Report presents the summary of Ex-Im
Bank's ability to offer comparable financing in a report card format. On a grading scale from
“A+"” to “F”, with “A” being generally competitive (see Figure 1 below for the competitive
definitions of select grades), Ex-Im Bank’s core financing programs receive an “A”, which
translates into being generally competitive with the average G-7 ECA. However, in the
economic philosophy and public policy areas, over which Ex-Im Bank has little to no control,
survey respondents rated these areas, when present in an individual transaction, as having a
negative impact on Ex-Im Bank’s competitiveness. Respondents noted in particular, foreign
content, tied and untied aid, PR 17, market windows or economic impact, when and if
encountered in a specific transaction (with market windows not yet encountered in a specific
transaction), tend to offset the competitiveness of Ex-Im Bank'’s core financing.

Figure 1: Definition of Grades

Grade Definition
Fully competitive compared to other ECAs. Consistently equal to the (or is the
sole) ECA offering the most competitive position on this element. Levels the

o playing field on this element with the most competitive offer from any of the major
ECAs.
Generally competitive compared to other ECAs. Consistently offers terms on this
A element equal to the average terms of the typical major ECA. Levels the playing

field on this element with the typical offer from the major ECAs.

A-/B+ | Level of competitiveness is in between grades A and B.

Modestly competitive compared to other ECAs. Consistently offers terms on this
B element equal to the least competitive of the major ECAs. Does not quite level
the playing field on this element with most of the major ECAs.

B-/IC+ | Level of competitiveness is in between grades B and C.

Barely competitive compared to other ECAs. Consistently offers terms on this
element that are a notch below those offered by any of the major ECAs. Puts

£ exporter at financing disadvantage on this element that may, to a certain extent, be
compensated for in other elements or by exporter concessions.
Uncompetitive compared to other ECAs. Consistently offers terms on this element
D that are far below those offered by other major ECAs. Puts exporter at financing

disadvantage on this element so significant that it is difficult to compensate for and
may be enough to lose a deal.

Does not provide program (Note: The Exporter and Lender Survey included a

F grade of “F” in the event no Ex-Im program was available. In the future, the
absence of an Ex-Im program will be included in the “NA” category.)

NA Does not have experience with policy/program.







Chapter 1: Introduction

Background

Pursuant to its Charter (the Export Import Bank Act of 1945, as amended), Ex-Im Bank is
mandated to provide U.S. exporters with financing terms and conditions that are competitive
with those made available by foreign governments to their exporters. The purpose of this
report, which is required by Section 2(b)(1)(A) of the Charter, is to measure the effectiveness of
Ex-Im Bank’s programs and policies in meeting the competitiveness mandate during calendar
year 2003.

Scope

This report compares Ex-Im Bank’s competitiveness with that of the other G-7 ECAs, as these
ECAs historically have accounted for roughly 80% of medium- and long-term official export
finance. In addition, the Competitiveness Report focuses on medium- and long-term export
credits, which comprise the bulk of official export finance and therefore are subject to the most
intense international competition. Moreover, only a few official ECAs continue to provide short-
term financing. Quantitative comparisons and information on each of G-7 ECAs can be found in
Chapter 2.

Methodology

This year’'s Competitiveness Report continues the “report card” methodology introduced in the
2002 Report, in which Ex-Im Bank provides a grade for the competitiveness of its support. The
intention of this approach is to individually evaluate the essential components of an Ex-Im Bank
financial program and to compare these results with the capabilities of our foreign ECA
competitors.

Having evaluated the grading methodology and found it to be successful overall, the Bank
adjusted it in two ways. First, the Bank revised its survey of exporters and lenders to enable
the U.S. exporting community to grade the Bank’s competitiveness (see below for information
on the survey). Second, because the economic philosophy and public policy issues do not
affect every case — and because not all of them can be compared on an “apples-to-apples”
basis with other ECA policies — the Report notes the direction of the potential competitiveness
impact on an individual transaction when one or more of these factors is present.

Consistent with previous years’ Competitiveness Reports, the Bank’'s analysis and
competitiveness grades draw upon: 1) objective policy, programmatic and procedural
information about other ECAs obtained from a variety of sources; and 2) subjective information
provided by the survey of the U.S. exporting community and focus groups with exporters and
lenders.



Survey Methodology

The Bank is required by its Charter to conduct an annual survey of exporters and lenders to
determine their experience in competition supported by official export finance. Ex-Im Bank
revised its survey in 2003 to mirror the grading methodology adopted in the 2002
Competitiveness Report. This provided survey recipients the opportunity to provide an
assessment of Ex-Im Bank’s competitiveness in different financing programs by selecting
defined grades from A+ (fully competitive) to F (does not provide program). In future surveys
however, the absence of an Ex-Im Bank program will not be segregated as a separate category
but instead, will be included in the “NA” category. In addition, survey recipients were asked to
note whether certain public policies had a positive or negative impact on the Bank's
competitiveness. After each section, recipients had space to provide qualitative comments on
each of their responses.

Ex-Im Bank conducted a careful process to evaluate the quality of each survey response. Three
surveys were discarded altogether because the respondent did not have any experience with
Ex-Im Bank in 2003. Some specific responses were discarded if a respondent graded a
program with which it clearly had no experience; the large aircraft and project finance
questions were the areas where this most frequently occurred. Additional responses were
discarded if they were based on something other than a comparison of Ex-Im Bank’s medium-
and long-term programs with those of other ECAs. Examples include comparisons with the
private sector or comments about the Bank’s short-term insurance program. Appendix C
provides more information on the survey.

Focus Groups

In addition to the annual survey of the export community, this year’s report also incorporates
the results from four focus groups held with commercial lenders and exporters. The focus
groups provided a venue for members of the export community to supplement their survey
responses with anecdotal experience, as well as more comprehensive information on market
trends. The focus group discussions, combined with the qualitative comments from the survey,
provided invaluable context about the overall environment in which Ex-Im Bank operates and
how the Bank compares with its G-7 counterparts. The results of these discussions are included
in the “exporter and lender survey results” section of each chapter.

Report

The Report proceeds as follows: Chapter 2 describes the international framework within which
official ECAs operated in 2003 and the philosophies and missions of competing G-7 ECAs.
Chapter 3 consists of separate sections evaluating Ex-Im Bank’s competitiveness in the core
financing elements of official export credit support, with a new section regarding operational
efficiency. Chapter 4 provides a comparative assessment of how well the financing elements
are packaged into major programs (i.e., aircraft, project finance, co-financing and the foreign
currency guarantee). Chapter 5 addresses U.S. economic philosophy and competitiveness
regarding tied and untied aid and market windows. Finally, Chapter 6 evaluates stakeholder
considerations embodied in public policies and the long-term competitive implications of these



policies on Ex-Im Bank activity. The main body of the Report concludes in Chapter 7 with an
overall competitiveness report card grading Ex-Im Bank against its G-7 ECA counterparts. The
appendices follow the body of the Report, and include a list of the purposes for Ex-Im Bank
support, a summary of developments within the OECD, Ex-Im Bank efforts to support
renewable energy, and other materials intended to provide greater detail and insights.






Chapter 2: Competitiveness Framework
Section A: Factors Influencing Export Finance

Introduction

This chapter describes the international framework in which official export credit agencies
(ECAs) operate. In particular, the multilateral “rules of engagement” governing official ECA
activity, market trends, and alternative financing sources together form a dynamic environment
that affects how ECAs provide value to their respective exporting communities.

The Playing Field

Historically, the competitive playing field for ECAs has been viewed primarily in financial terms
and within the confines of the OECD. Recently, however, ECAs are being pressured to
encompass “corporate and social responsibility” ("CSR") concerns, which include public policy
issues such as the environment, thereby adding this dimension to the competitive calculus. A
new emerging influence is the higher degree of interest and potential involvement by
international financial organizations, namely the IMF and the World Trade Organization. In
addition, the promulgation of expanded regulations governing the international banking
community known as Basel II and the potential impact these rules could have on the export
credit world is briefly discussed. Accordingly, this section outlines the international parameters
that deal with official export credit competition, starting with the OECD Arrangement for
Officially Supported Export Credits (“the Arrangement”), the World Trade Organization (WTO),
the international financial institutions (IFIs; multilateral development banks and the IMF), and
Basel II.

OECD: The U.S. government is a Participant to the OECD Arrangement for Officially Supported
Export Credits, or the “Arrangement.” While not a formal legal agreement, the Arrangement,
which was first implemented roughly 25 years ago, is a set of guidelines developed, agreed to
and adopted by the members of the OECD. Specifically, the Arrangement defines the
disciplines, principles and procedures by which member ECAs are to provide export credit
support with the express purpose of ensuring a level playing field and to minimize government
subsidies so that purchase decisions can be made on the basis of market factors such as price,
quality, and service. The Arrangement contains provisions for standard export credits to include
minimum interest rates, maximum repayment terms, and a risk differentiated exposure fee
system for sovereign risk. In addition, special provisions exist for project finance and tied aid,
as well as sector agreements for civil aircraft, ships, and nuclear power. The Arrangement has
also been incorporated into European Union law and is referred to in the World Trade
Organization’s (WTO) Agreement on Subsidies and Countervailing Measures (ASCM), and in this
regard provides a “safe haven” from WTO suits for ECAs that follow the interest rate provisions
of the Arrangement.

During 2003, the Participants to the Arrangement and the OECD Secretariat undertook a
revision of the Arrangement, driven by concerns that the Arrangement could be viewed by the
WTO and non-Participants to the Arrangement as discriminatory against non-Participants,
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lacking transparency and access to non-Participants, and possibly WTO inconsistent. A revised
Arrangement was agreed to at the end of 2003 and was implemented on January 1, 2004. The
outcome of this process yielded a document, processes and procedures that are more
transparent and accessible to non-Participants and provides for mechanisms to share
information more freely with non-Participants on standard export credits.

As the centerpiece of the official ECA world since 1978, the Arrangement has addressed issues
as they have arisen, focusing on building and fleshing out a framework within which
governments could find mutual benefit in constraining themselves from competing on the basis
of subsidies. The U.S. exporting community has benefited regularly and significantly from the
repeated expansions of the Arrangement disciplines and today sees a financing playing field
that is almost totally level. The main recurring issues relate to resolving whether two practices
now defined outside Arrangement disciplines (market windows and untied aid) actually have
field-tilting implications and, if so, finding a way to impose the right amount and scope of
discipline.

World Trade Organization (WTO): The WTO is a forum for governments to negotiate trade
agreements and settle trade disputes. A major focus of the current (Doha) round of
negotiations is to ensure that developing countries are not disadvantaged because of their
economic status. A component of this issue is export credit subsidies — where a few developing
countries that are not members of the OECD have alleged that the OECD Arrangement provides
advantages to OECD members at the expense of non-OECD members. As the Doha Round
continues into 2005, the issues related to export credits are likely to remain on the radar screen
and have the potential to influence the way official export credit rules are established and the
parameters within which official export credits are provided.

IFIs: A recently emerging trend that is likely to affect ECAs is the heightened interest by the
IMF in the role that other internationally focused organizations (e.g., ECAs, multilateral
development banks, and private lenders) might play during a financial crisis. IFIs perceive that
there is a role that ECAs could play to ensure the financing for import of critical
commodities/inputs to support export-led recoveries in these struggling economies. The IFIs’
current focus is on ECAs providing short-term trade finance; however many of the official ECAs
have privatized their short-term programs and therefore would have very little to offer unless
they were to create a national interest account specifically for this purpose. Ex-Im Bank is one
of the few G-7 ECAs that offers an official short-term program with the others being EDC/
Canada and NEXI/Japan. Given the profit-making objective of many of the European ECAs, the
budgetary constraints that many are feeling, and the associated higher risk of loss in providing
financing support to high-risk markets, these ECAs are not inclined to step in during times of
financial crisis.

Basel II: A final but potentially significant factor in the importance and roles that ECAs play
going forward is Basel II. Basel II refers to the international regulatory standards applicable to
the international financial community designed to maintain stable economic and financial
markets. The Basel II standards have not yet been finalized and while it is not clear when they
will be finalized or when they will actually go into effect, the new requirements are likely to
impact if and how the international financial community (e.g., private lenders, insurers, and
ECAs) will provide export credit support in the years ahead. To the extent that Basel II
provides advantageous (low) capital reserve requirements to official ECAs as compared to their
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private counterparts as either lenders, guarantors or insurers (which is a very high and distinct
probability), the need and demand for official ECA support is likely to increase somewhat
modestly.

Summary: ECAs are dealing with the issues surrounding their appropriate roles in a somewhat
volatile and unpredictable environment. Specifically, virtually each and every ECA is trying to
redefine its niche based upon its collective government’s reading of the tea leaves within the
context of its own objectives. With the WTO and OECD Arrangement adding further restrictions
to minimize export credit subsidies, ECAs can be expected to look for unregulated, market-like
niches in which to gain a competitive advantage.

Long-Term Export Financing Trends

Another critical dimension to be considered in an evaluation of Ex-Im Bank’s performance is
that the role ECAs have played over the recent past has changed fairly dramatically. In
particular, official ECA support for medium- and long-term export credits has been steadily
declining as a share of national exports and current activity is more concentrated in the medium
term. The many reasons for this decline are discussed below, but simply put, the primary
reason is that the private sector has been expanding its capacity and reach very rapidly.

Several long-run trends were identified in last year’s Report that seem to be continuing to
influence the decline in official ECA support. First, the international bond and syndicated loan
market for emerging market borrowers has dramatically increased in the past few years, with
borrowers and lenders better prepared and more mature, the net effect being a smoother,
more stable environment. Another growing trend is the availability of local currency financing
on reasonable terms. This activity is most notable in Asia, and to a lesser extent, Eastern
Europe and the former Soviet Union. Consequently, the need for ECA support has been
minimized, particularly for sovereign and top tier corporates operating in these markets.
However, ECAs are more necessary in situations characterized by:

Sub-sovereign borrowers;

Second tier borrowers;

Less sophisticated, higher risk countries (e.g., Sub-Saharan Africa);

Multi-billion dollar, controversial and/or “political” transactions that provide greater

risk;

e Non-structured medium-term export finance transactions with non-investment grade
borrowers; and

e Small business exporters.

As the data in the Figure 2 demonstrate, G-7 ECA support in the medium- and long-term areas
increased in 2003 from a six-year low in 2002. Ex-Im Bank was one of the ECAs that increased
its activity, with Japan demonstrating the largest increase. While there are a myriad of factors
that have contributed to the volatile nature of ECA support over the last six years, 2003 seems
to be a return to more normal levels from a low point reached in 2002, which was most likely
caused by a combination of events including a recoil from 9/11, SARs, and the overall world
economic malaise.
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Figure 2: G-7 New Medium- and Long-Term Official Export Credit Volumes ($Bn)*

1998 1999 2000 2001 2002 2003**
Canada 4.5 3.7 4.7 4.8 4.2 4.2
France 8.4 5.5 4.5 6.1 5.3 5.5
Germany 8.3 6.7 10.3 5.7 5.9 5.7
Italy 0.8 1.6 3.3 1.9 1.8 3.3
Japan 9.0 8.1 10.8 9.2 5.7 11.5
U.K. 3.3 5.2 5.8 3.1 4.7 1.8
U.S. 6.6 9.4 9.6 6.8 7.7 8.5
Total G-7 40.8 40.1 49.1 37.6 35.3 40.5
U.S. % G-7 16.1% 23.4% 19.6% 18.1% 21.8% 21.0%

*Source: OECD data (1998-2002 revised from last year’s report) and Ex-Im Bank’s Annual Report.
**Preliminary results.

Trends in 2003: Focus Group Discussions

This section summarizes the views on export finance shared by the lenders and exporters who
attended the four focus group discussions held in connection with this Report.

The overall perception regarding the international marketplace is that term financing risks for
the most part have generally improved. However, it was noted that export trade has not fully
recovered since September 11 with some countries slower to take on capital investments than
others. Moreover, the concentrated competitiveness and limited potential for any one national
competitor to dominate in these markets has led some exporters to stretch slightly but
cautiously into riskier markets that they might not otherwise seek simply because of the need to
generate more business. Further, the larger deals (in dollar terms) are fewer in number,
thereby creating a strong sense of urgency to provide every advantage possible. Moreover,
globalization continues its trend upward, predominantly driven by a strong and immediate
corporate need to survive through lower cost supply chains.

Within the banking industry, the movement toward consolidation, combined with thin profit
margins in the area of long-term export finance, seems to have contributed to a smaller
population of traditional commercial banks of all sizes able and willing to engage in export credit
financing. Ex-Im Bank’s 100% guarantee is cited as a factor in some commercial banks’
unwillingness to focus on the long-term structured finance segment, as spreads are
exceptionally thin. Many lenders who remain in the marketplace have changed fundamental
direction and focus, giving heightened attention to the middle market (including the high end of
the SME segment). Accordingly, the attractiveness of medium-term finance has gained in
importance because:

e The more volatile nature of the buyers (less well known, smaller, in moderate risk
markets) allows for more flexible and higher pricing;

¢ Relationships with U.S. suppliers who are not global provide a more stable customer
base with a higher ROI on resources;

e The volume of transactions is much greater (especially in Latin America); and

e Foreign ECA competition for these transactions is thinner and less likely to present a
competitive threat (since foreign ECAs tend to be more risk averse).
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However, several “old time” export credit lenders have simply closed their export finance
divisions altogether, while others have cut their resources down to the essential minimums.

Both exporters and lenders explained that their perception is that the European G-7 ECAs, as
well as several mid-sized Scandinavian ECAs, have developed closely coordinated strategies and
partnerships with their respective governments, industry, labor and NGOs in the area of export
development, including export finance. This team approach seems to be reflected in a common
and unified objective to ensure strong and continued national export growth. This approach
appears to be different from how the U.S. government and the private sector interact and work
toward a common goal. To be fair, the U.S. exporting community recognizes that Ex-Im Bank
can only do its part with regard to export finance in trying to bring cohesion to the export
development arena. Within this scope, however, they would like to see Ex-Im Bank work more
quickly to resolve unusual policy, program and operational issues that affect export transactions
and their competitiveness, acknowledging that oftentimes, these unique issues are not within
Ex-Im Bank’s control alone.

On balance, Ex-Im Bank is viewed as a critical and essential partner to the U.S. exporting
community, especially in the higher risk, longer term, large multi-million (or billion) dollar
transactions, and to support the SMEs (small and medium sized enterprises). But, in the highly
dynamic and sometimes extremely volatile world market of today, ECAs, including Ex-Im Bank,
are considered less nimble than they need to be to maximize their utility to the exporting
community.
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Chapter 2: Competitiveness Framework
Section B: ECAs’ Mission and Place In Government

The Role of Export Credit Agencies

The central purpose of an export credit agency (ECA) is to finance domestic exports. However,
there are numerous ways for an ECA to accomplish its mission. There are two influences on
how an ECA will set its strategy to meet it purpose. The first influence is the OECD
Arrangement, which codifies many of the terms that apply to official export credit support,
although individual ECAs have significant latitude to pursue their own strategy to support their
country’s exports. The second influence is the ECA’s mission as defined by its sponsoring
government, which also impacts an ECA’s ability to adapt to changing market circumstances.
Both of these factors affect how ECAs will compete with each other in promoting their
respective governments’ national interests.

The purpose of this section is to highlight the different objectives and strategies of the G-7
ECAs and explore how these differences affect ECAs’ competitiveness. First, there will be a
brief analysis of Ex-Im Bank’s governmental mission and how this affects Ex-Im Bank’s ability to
respond to market pressures. Following the analysis of Ex-Im Bank is a general description of
the roles that the G-7 ECAs play for their domestic governments.

Ex-Im Bank’s Mission and Place in Government

Ex-Im Bank is the official U.S. government export credit agency. Ex-Im Bank’s mission and
governing mandates are codified in its Congressionally approved Charter (Export-Import Bank
Act of 1945, as amended). Ex-Im Bank’s core mission is to support U.S. exports and jobs by
providing export financing that is competitive with the official export financing support offered
by other governments. The public policy goal of this mandate is to enable market forces such
as price, quality and service to drive the foreign buyer’s purchase decision, not government
intervention or temporarily exaggerated perceptions of risk. This mandate effectively directs
Ex-Im Bank to fill market gaps that the private sector is not willing or able to meet, namely
competitive financing (e.g., interest rates and repayment terms) and the ability to assume
reasonable risks that the private sector is unable to cover at a moment in time.

To support its core mission, Congress has also legislated that Ex-Im Bank’s financing be
conditioned on:

e Supplementing, not competing with, private sector financing; and
e The finding of reasonable assurance of repayment.

Decisions on transactions should be based solely on commercial and financial considerations,
unless the transaction:
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e Fails to comply with Ex-Im Bank’s Environmental Procedures and Guidelines;
e Causes an adverse economic impact on the U.S. economy; or
e Does not meet various statutory and executive branch parameters.

All of these directives aim to achieve a public policy goal and reflect the interests of Ex-Im Bank
stakeholders, such as NGOs, other U.S. government agencies, labor and financial
intermediaries. Hence, Ex-Im Bank is required to strike a fine balance among multiple,
sometimes competing, goals and objectives. At the same time, Ex-Im Bank is expected to
provide the U.S. exporting community with financing that is competitive with officially supported
offers made by our foreign government counterparts — institutions that most often have fewer
public policy constraints to evaluate when deciding whether to provide financing support. Given
the G-7 ECAs’ widely varying missions, the formula with which to compare Ex-Im Bank’s
competitiveness against these ECA counterparts is neither simple nor direct.

The Mission and Place in Government of Other G-7 ECAs

Although the G-7 ECAs each have unique operating strategies to support their country’s
exports, their strategies can be generalized into one of three categories. These categories
describe the governmental role that determines the differences in levels of activity, products
and focus between the G-7 ECAs.

Lender of Last Resort: ECAs with this focus tend to encourage the active participation of the
private sector and step in only when taxpayer dollars are needed to meet market gaps.
Moreover, lenders of last resort assume a relatively higher level of responsibility for public policy
goals as directed by their guardian authorities. Ex-Im Bank can be classified as a “lender of last
resort”. ECGD is the only other G-7 ECA that compares similarly to Ex-Im Bank in this role.

Private Sector Participant: ECAs in this category are generally profit driven. As a
consequence, the risk profile and controls placed on their portfolios tends to be more restrictive
(with country exposure limits), resulting in moderate risk-taking. Public policy goals tend to
carry less weight for these ECAs because of their private sector orientation. The European
official ECAs, most notably Coface and Hermes (but also SACE), act like private sector banks/
insurers because they are private entities that handle the medium- and long-term book of
business on behalf of their respective governments. Operationally, these ECAs behave as
private sector companies by taking advantage of the efficiencies associated with their private
sector side.

Banker for the Country: This type of ECA generally plays a larger role in the implementation
of national trade policy, which is reflected in a broader mission (e.g., national content on
specific sales is less important) and more expansive responsibilities. A consequence of this
broader governmental mission is that these ECAs frequently are more flexible on public policies.
Generally, these ECAs are more adaptable regarding business practices. The Canadian and
Japanese ECAs view themselves as the only “international” bank in their respective countries.
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Chapter 3: Core Business Policies and Practices
Section A: Cover Policy and Risk-Taking

Introduction

Cover policy refers to an ECA’s willingness to provide protection against commercial and political
risks in a particular market. ECAs’ cover policies and risk-taking practices significantly impact an
exporter’s ability to effectively compete for sales. Cover policy decisions are based on an ECA's
underwriting approach and its consideration of whether and how to place limits, in terms of risk
type or volume, on the business it can support. Limits on transaction size, repayment terms or
total commitments per country are the methods many ECAs use to control the flow of new
business.

An ECA’s approach to non-sovereign risk is another important aspect of cover policy. Exporters
whose ECA is willing to take on new business with entities other than sovereign governments or
first class private institutions can enter markets and gain competitive advantages over foreign
competitors. While most ECAs have historically covered sovereign, public and major bank
business, increasing privatization in the developing world has presented ECAs with increasing
requests to cover private risks, ranging from large corporations to small businesses. The scope
and depth of an ECA’s willingness to cover private sector risk, especially of small private
entities, has become a more critical competitive aspect of an ECA’s cover policy.

Ex-Im Bank’s Policy and Practice

Ex-Im Bank will typically support transactions without size or country limits as long as there is a
reasonable assurance of repayment in each transaction as required by the Bank’s Charter. One
exception is when Ex-Im Bank is statutorily prohibited from doing business in a particular
market, generally as a result of sanctions. The goal for Ex-Im Bank is to provide financing for
creditworthy export transactions, regardless of destination, when there is foreign ECA-
supported competition or when private sector financing is unavailable. In other words,
restrictions on the provision of Ex-Im Bank cover in a given market pertain to the
creditworthiness of a transaction, as opposed to portfolio controls. Consequently, U.S.
exporters and lenders enjoy a competitive benefit from the absence of country and sector
ceilings on Ex-Im Bank’s cover policy. When Ex-Im is open in a market for a given term, it is
generally less risk averse than other ECAs. Ex-Im Bank shows a willingness to cover the risk of
smaller, private entities and seeks to minimize the requirement for bank guarantees and other
forms of security in order to reduce the associated costs of these guarantees to U.S. exporters.

G-7 ECAs’ Policies and Practices

Ex-Im Bank and the other G-7 ECAs are equally willing to take on sovereign government risk;
however, with respect to private sector transactions, the other ECAs tend to be more risk
averse than Ex-Im Bank. They control their risk appetite for private sector business by, for
example, imposing country and/or sector exposure limits. In addition, they prefer to focus on
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well-known or rated entities (which are usually banks) or rely (by requiring risk-sharing of 5%-
20%) on the due diligence and underwriting approaches of the banks they cover. As
privatization continues in the emerging markets, the other G-7 ECAs are facing new challenges
with underwriting private sector risk — an undertaking with which most have limited experience.
Within this context, the other G-7 ECAs do appear to be searching for ways in which they can
be competitive while also minimizing the increased risk.

Summary Data

Figure 3: Comparison of Medium- and Long-Term ECA Country Cover Policy
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*In 5% of the 65 markets, Ex-Im Bank was closed due to legislative sanctions.

Figure 3 shows the overall openness of the G-7 ECAs by comparing cover policy in 2003 for a
sample of 65 major ECA markets. As illustrated, there is a difference in approach to overall
cover policy and the degree to which ECAs are willing to assume unsecured risks. Specifically,
Ex-Im Bank is open without restriction in more markets than any of the other G-7 ECAs.
Further, relative to its major competitors, Ex-Im Bank generally imposes far fewer restrictions
on the provision of cover than other ECAs. Ex-Im Bank is off cover in 20% of the 65 markets;
however, Ex-Im Bank was closed for business in 5% of the sample markets due to legislative
reasons.

With respect to ECAs'’ risk-taking practices, Figure 4 provides a broad characterization of the G-
7 ECAs’ risk appetite for business with less well-known private entities, as opposed to large
corporations or bank guaranteed borrowers.
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Figure 4: ECA Risk-Taking Practices

Taking Credit Risk of Smaller, Less Well-Known Private Entities in a Market:
Never >Infrequent >Frequent
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Most G-7 ECAs continue to prefer financing well-known or rated entities or rely on risk-sharing
to minimize exposure to smaller, private entities. Ex-Im Bank is more comfortable than
competitor ECAs taking the risk of smaller, less well-known private entities and does not follow
other ECAs in their risk-sharing practices.

Exporter and Lender Survey Results

Due to legislative prohibitions, some respondents cited lost export opportunities in Iran and
Libya in the oil and gas sector. On the other hand, most respondents graded Ex-Im Bank’s
cover policy and risk-taking practices highly, with one noting that “Ex-Im Bank’s cover policy is
competitive for most of our business development opportunities.” On balance, the exporting
community seems to believe that Ex-Im Bank is generally competitive, largely due to its
relatively greater risk appetite vis-a-vis its foreign counterparts.

Conclusion

In 2003, Ex-Im Bank remained generally competitive in its approach to cover policy and risk
taking. Once Ex-Im Bank is open in a market for a given repayment term, U.S. exporters and
banks benefit from a lack of country and sector ceilings, such as those used by other ECAs.
Additionally, Ex-Im Bank is less risk averse in its willingness to extend credit to smaller private
entities, although the other G-7 ECAs seem to be gaining more experience in this area.
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Chapter 3: Core Business Policies and Practices
Section B: Interest Rates

Introduction

The interest rate charged to a buyer is a central component of an export finance contract’s
competitiveness. Accordingly, the OECD Arrangement sets minimum interest rates for export
transactions that receive official financing support (e.g., direct loans from an ECA) in order to
eliminate the use of concessional interest rates as a competitive factor. These minimum
interest rates, or Commercial Interest Reference Rates (CIRRS), are fixed, market-related rates
that are calculated using a government’s fixed rate borrowing costs plus a fixed spread of 100
basis points.

Over the past several years, officially supported fixed interest rates have been of declining
importance to overall competitiveness. In 2002, only 34% of ECA long-term financing support
used official fixed interest rates (including both direct lending and interest make-up systems) as
compared to 53% in 1997 (2003 data is not yet available). This decline is most likely
attributable to the lower floating rates achieved in the commercial market as compared to the
fixed CIRR. In a rising interest rate environment, however, fixed rates could become more
attractive.

Ex-Im Bank’s Policy and Practice

Ex-Im Bank provides fixed-rate official financing support through its direct lending program and
sets the interest rate using the CIRR procedures detailed in the OECD Arrangement. In fiscal
year 2003, less than 1% of the $7.7 billion authorized under the medium- and long-term
programs were direct loans. Interest rates for transactions under Ex-Im Bank’s guarantee and
insurance programs are set by the lender, not by Ex-Im Bank or by reference to the OECD
Arrangement. Buyers tend to prefer using Ex-Im Bank’s guarantee and insurance products
because of their flexibility and the lower interest rates that can currently be achieved on a
floating rate basis (see Figure 5).

Figure 5: Comparison of CIRR and LIBOR Interest Rates
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G-7 ECAs’ Policies and Practices

CIRR support is available under the programs of Ex-Im Bank’s competitors. However, not all G-
7 ECAs offer CIRR support through direct lending. While Canada, Japan and, very infrequently,
Germany offer CIRR support for direct credits the other three — France, Italy and the UK — offer
CIRR support through banks, using an interest make-up program (IMU). Under an IMU
program, when commercial banks provide direct loans at CIRR rates to borrowers, they are
guaranteed a return equal to the cost of borrowed funds plus a margin. Thus, if needed, ECAs
"make up" the difference between the agreed return and the CIRR rate. For example, if this
return is higher than the fixed rate CIRR, the commercial bank receives a payment from the
ECA worth the difference. Alternatively, if the cost of funds plus the margin is less than the
CIRR rate, the commercial bank pays the ECA the difference.

Under most IMU systems, the floating base rate of LIBOR or EURIBOR is used. The spreads
range from about 40 to 90 basis points. There are no agreed rules on the level of spreads that
governments may offer their banks to provide CIRR loans, and the rationale for the level of
margin and the purposes for which the margin is intended vary from country to country.

Generally, IMU support is offered to cover administrative costs, but under some programs, the
IMU spread is used to provide a pure profit margin to the commercial lender or to cover its
liquidity costs. The coverage of credit risk is also a major use of IMU margins, including the
risks associated with the portion of the financing package that is not covered by the official
financing support. The use of the IMU system has a competitive component to it as the
profitability to a private lender can induce more financing either in the form of “side” financing?
or better terms on the core financing.

For other G-7 ECAs’ guarantee and insurance transactions, the interest rates charged are
generally higher than those charged when Ex-Im Bank is providing guarantee support. Banks
lending under Ex-Im Bank’s guarantee take no risk on the guaranteed portion due to the fact
that the guarantee is a 100% comprehensive unconditional guarantee; hence, no incremental
“risk premia” is required to compensate for the bank’s risk. In contrast, most other ECAs
offering pure cover only offer 95% conditional insurance cover. Under a conditional insurance
policy, the commercial bank faces documentary risk, i.e., the validity of a claim will not be
determined until the claim is filed. In addition, the commercial bank is exposed to credit risk
when the ECA cover is less than 100%. Faced with such risks, most lenders add an additional
spread over any standard return requirement on official export credits. For instance, spreads
on European insurance cover are generally in line with their IMU spreads, varying between 45
and 90 basis points but averaging closer to 70 to 80 basis points.

2 Side financing refers to the portion of the contract that is not covered under the official financing package e.g., the
down payment.
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Exporter and Lender Survey Results

Based on the survey and the focus group findings, the exporting community primarily used the
insurance and guarantee programs. They found that the interest rates generated by these two
programs were generally competitive. Only one participant noted that the European IMU
programs could be slightly more advantageous, but this was not cited as a reason for lost sales
in 2003.

Conclusion

Competition between ECAs based on interest rates has been tame for the past several years.
While the Bank’s 100% unconditional guarantee program generates very favorable interest
rates in comparison to the 95% conditional insurance offered by many other ECAs, European
ECAs’ IMU programs offer spreads to commercial banks that could represent a competitive
disadvantage to Ex-Im Bank. Nonetheless, neither of these programs significantly impacts
competitiveness, and Ex-Im Bank in 2003 remained generally competitive with its G-7
counterparts.
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Chapter 3. Core Business Policies and Practices
Section C: Risk Premia

Introduction

ECAs charge risk premia, also known as exposure fees, for taking the risk of a borrower failing
to repay on a transaction. Although many factors influence the all-in cost of an officially
supported export transaction, risk premia can be a considerable share of the direct financing
costs. In 1999, the OECD adopted the Knaepen Package, an exposure fee agreement that
defined the elements for the determination of fees and set Minimum Premium Rates (MPR) for
sovereign risk transactions. For non-sovereign transactions, the sovereign MPR serves as the
floor in pricing the exposure fees for transactions. However, what an ECA charges for non-
sovereign exposure risks above the MPR is not strictly governed by the OECD.

Ex-Im Bank’s Policy and Practice

Ex-Im Bank charges the MPR for sovereign risk transactions. For non-sovereign transactions,
Ex-Im Bank prices transactions individually and assesses transaction risk by comparing the non-
sovereign borrower’s risk to the sovereign’s credit risk. If the non-sovereign borrower, whether
it is @ bank or public or private entity, has a similar or better repayment risk compared to the
sovereign, the exposure fee charged would be the same as for the sovereign (i.e., the MPR).
On the other hand, if the risk is deemed to be higher, then incremental surcharges are added to
the MPR. Ex-Im Bank’s non-sovereign fees are relatively less expensive than those charged by
our major counterparts because risk is priced by the individual transaction rather than by class
of borrower.

G-7 ECAs’ Policies and Practices

For sovereign risk transactions, all G-7 ECAs generally charge the MPR. However, for non-
sovereign risk transactions, pricing practices vary among ECAs. Generally, European insurer
ECAs tend to add specific surcharges to the MPR for non-sovereign transactions depending on
the type of the borrower. For example, a first-rate bank would be charged the MPR plus a
surcharge based on its status as a commercial bank, while a private buyer would be charged
the MPR plus a higher surcharge based on its status as a private non-financial entity. On the
other hand, most non-European ECAs price on a transactional basis (an approach similar to Ex-
Im Bank’s), assessing a non-sovereign borrower’s repayment risk case-by-case.

Summary Data

Figure 6 compares average exposure fee surcharges for the G-7 ECAs for sovereign
transactions underwritten in 2003. As seen below, with the exception of one ECA, Ex-Im Bank
and most other ECAs charge exposure fees at or slightly above the minimum premium rate
allowable for sovereign risk transactions.
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Figure 6: Average MPR Surcharges on Sovereign Risk Transactions*
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Figure 7 shows that the ECAs’ impose surcharges for non-sovereign risk transactions, although
some ECAs price by borrower class while others use a transactional risk-assessment approach.

Figure 7: Sample MPR Surcharges on Non-Sovereign Risk Transactions*

Sample Market ECA Average Surcharge
ECA 1 121%
ECA2 15%
, ECA3 22%
Mexico ECA4 21%
ECAS5 9%
ECAG6 51%
Ex-Im Bank 5%
ECA 1 119%
ECA2 3%
Turkey ECA3 10%
ECA4 10%
ECAS5 39%
ECAG6 53%
Ex-Im Bank 1%

Exporter and Lender Survey Results

The exporting community views Ex-Im Bank’s exposure fees for sovereign and non-sovereign
risks as generally competitive, with several respondents noting that Ex-Im’s approach to
accepting and pricing sub-sovereign risk could be more flexible.
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Conclusion

The Knaepen Package placed a sovereign floor on exposure fees, thereby reducing competition
between ECAs based on risk pricing. Ex-Im Bank typically charges the MPR for sovereign
buyers, making the Bank competitive with other G-7 ECAs in sovereign exposure fees.
Additionally, contrary to many European ECAs, the Bank does not rigidly apply surcharges for
non-sovereign fees according to buyer type, generally resulting in competitive exposure fees for
private and public non-sovereign buyers. Overall, Ex-Im Bank’s exposure fee pricing practices
are generally competitive with those of other G-7 ECAs.
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Chapter 3: Core Business Policies and Practices
Section D: Operational Efficiency

Introduction

An emerging component that can affect an ECA's relative competitiveness is its ability to
provide effective and efficient service to its customer base, particularly in terms of response
time on pending transactions. As ECAs’ programs and features more closely converge on the
core financing elements and program features, opportunities for competitive distinctions have
diminished, leaving the quality of customer service (and all that this entails) as one area where
differences can yield either a positive or negative outcome, depending on which side of the
table one sits. Consequently, ECAs — especially the European and Canadian agencies that have
a more commercial orientation -- have devoted varying degrees of effort in recent years to
differentiate themselves based on the quality of customer service. The level of interest in
operational efficiency by ECAs is evident in what, how and to what degree ECAs have modified
their operating philosophies, procedures, processes and organizational structures.

Hence, this new Chapter to the Annual Competitiveness Report summarizes the efforts
undertaken by the major ECAs and compares Ex-Im Bank initiatives with those of our major
ECA counterparts. The findings are based on data generated by a Berne Union survey of ECAs
regarding “operational efficiency.” A copy of the survey template is attached as Appendix L.

Operational Efficiency and ECAs

In addressing operational efficiency within the context of the G-7 ECAs, certain assumptions
need to be made with regard to their collective objectives. Specifically, ECAs:

e As official government entities, have limited budgetary resources for human and support
capital (systems, physical plant, business development expenditures);

e Have statutory, regulatory, and national interest factors to adhere to or consider; and
Must meet certain institutional goals and objectives.

Within this framework, ECAs must balance and allocate their limited resources using a variety of
means/tools and capabilities to fulfill their stated missions. Thus, even though ECAs have
different philosophical and national interest objectives (as discussed in Chapter 2B) and deploy
different strategies to meet these objectives, the fundamental challenge is the same: do the
best that you can with what you have, and always be looking for alternative approaches that
leverage and maximize your resources.

Over the past several years, ECAs have begun to focus more intensely on achieving greater
operational efficiency as a way to provide improved customer service. With respect to Ex-Im
Bank, a key reason for focusing on operational efficiency as a competitiveness factor is based
on Ex-Im Bank’s desire to provide comparable and competitive response time on transactions
for its customers. Hence, this chapter attempts to evaluate steps taken by Ex-Im Bank to
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address this concern, the impact on exporters’ competitiveness, and compare Ex-Im Bank with
our major competitor ECAs.

G-7 ECAs: Operational Efficiency

As Figure 8 illustrates below, each G-7 ECA has recognized the importance of operational
efficiency in varying degrees and each has implemented strategies and measures to improve in
this key area and the multiple components comprising “operational efficiency.” (It is interesting
to note that many of the non G-7 ECAs have also demonstrated considerable attention to the
issue of operational efficiency for customer service and risk management reasons.) While not
all of the G-7 ECAs conduct formal and routine customer service surveys, they all make the
effort to solicit the views of their customer base. In addition, the use of metrics by the ECAs
seems to range from the extensive, very formal (ISO certification) to the “limited in scope but
measurable” metrics. In this regard, customers in the G-7 countries seem to be concerned
about:

Information requirements for applications and related documentation;
Case decision making and claims processing response time;

Better on-line access and information from the ECAs via websites; and
Staff knowledge and resourcefulness.

In response, the most common metric developed by ECAs concerns response time on case
processing, decision making and claims resolution. In addition, ECAs have for the most part
evaluated the problem areas and have instituted remedies designed to alleviate the most
important efficiency aspects. Many of these efforts appear to have been moderately successful.
In particular, the most common initiatives undertaken include:

e Implementation of new on-line, automated information technology/case processing and
risk management capabilities — some fairly sophisticated and comprehensive, while a
few are either in the systems development process or are limited in
capabilities/functionality;

e Reorganizations of units or entire organizations; and

e Improved websites.

Almost all of the G-7 ECAs reported complaints from customers regarding slow response time,
but none reported any confirmed lost sales as a result of slow response time. Finally, while
both quality (e.g., sound underwriting and/or adherence to legal or policy requirements) and
quantity (e.g., speed of response, volume of cases processed) are important to the G-7 ECAs,
quality is clearly the more important focus with speed of response a secondary factor. Ideally,
the ECAs want to meet each criterion fully, but recognize that the dominance of quality is
critical to their organization’s stature, reputation, and financial credibility.

Ex-Im Bank vs. G-7 ECAs

Ex-Im Bank’s competitive position on operational efficiency would seem to be consistent with
the typical ECA, while a few ECAs who have devoted years to enhanced customer service. Ex-
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Im Bank is in the process of developing an on-line case processing capability for short and
medium term transactions with a particular emphasis on providing expedited decisions for small
and medium sized enterprises. EDC and SACE, on the other hand, have comprehensive
systems in place, which have proven to be very effective in achieving their customer service
goals, particularly with regard to timely responsiveness to cases and inquiries. A primary
objective of Ex-Im Bank’s recent reorganization is to accomplish similar goals. For example, Ex-
Im Bank has established strategic account relationships with key exporters and lenders
designed to provide close cooperation and a comprehensive understanding of the customers’
needs. In the claims processing area, Ex-Im Bank contracted claims review services which have
reduced the backlog of pending claims, allowed for a faster review and claim decision process,
and enabled asset management staff to focus on the final review and address underlying claims
issues. In 2003, Ex-Im Bank also re-designed its web site to improve customer and public
access to information. Finally, Ex-Im Bank acquired the services of a process engineering firm
to evaluate the medium-term case processing system and to identify areas for improvement.

Exporter and Lender Focus Group Comments

Participants in the focus group meetings expressed concern that Ex-Im Bank provides slower
customer service in the medium- and long-term area than that provided by the Bank's G-7
counterparts. The participants expressed a belief that Ex-Im Bank’s “slow processing time” may
be a function of one, several or all of the following factors: inefficient internal business
processes, public policy/legal issues requiring additional time to address, or a different
philosophy regarding wholesale vs. retail support (e.g., delegating authority vs. internal case
processing).

Conclusion

On balance, Ex-Im Bank is close to generally competitive in terms of its overall operational
efficiency in the medium- and long-term areas as compared to its G-7 counterparts. While
participants in the focus groups noted some concerns, the Bank has undertaken initiatives to
improve turn-around time and customer service. In addition, the Bank has received positive
feedback from customers over time, including receiving Trade Finance Magazine’s “Best Export
Credit Agency” award for 2003.



Figure 8: Comparison of Major ECAs’ Steps to Improve Operational Efficiency
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Factor/ Better Customer Metrics? (3) Steps Taken to Meet Measure C/S Surveys & Response time Quality vs.
ECA Service? (1&2) Metrics(4) Metrics? (5 & 6) Results? (7) complaints (8) Quantity (9)
Coface YES YES Limited identification of problem areas YES YES YES — Rarely Need both for ISO
- Application info req. -Time Metrics: and steps taken to address - ISO audits of
- Volume of support docs. who, how, what, procedures and reorg
- Speed: app process, when (ISO 9001) that resulted in ISP 9001
decision & claims certification
- Availability of online app
- Staff availability
- Availability of Website info
& call center
- Case sensitive info
ECGD YES YES -Underwriting reorganized by sector YES- 2003 YES — Rarely Both
- Speed: application process | -4 working days -New info management system -Cover
& decision (WD) for prelim - Customer Service Charter avail online -Price
response that outlines metrics & complaint -Products
-10 WD general procedures -Service
inquiry - Seminars
- ackn claims
-2 WD
claims due date or
10 WD if liable
EDC YES YES - Extensive online case process info YES YES- annual YES- Occasionally 1% Quality
- Speed: app process, -Speed for all: - Off-line SME toll free Annual responsiveness Response time met; now on 2" Quantity/speed
decision & claims 1.5 days & 2 days - Newsletters Staff resourcefulness value added
- Availability of online app for SMEs - Workshops Risk Better/more
- Staff availability - More communication w/customers Pricing communications
- Availability of website info, - Regional & int'l presence Service w/customers & expanded
call center & regional offices Loyalty presence
- Better communications
w/customers
Hermes YES NO- no new - On-line/IMT for ST in 2003, w/ NO- informal dialogue YES- Occasionally; 1% Quality
- Application info req. metrics possible expansion to MLT ongoing w/ exporting complaints regarding 2™ Quantity/speed
- Volume of support docs. - Contact persons for UW & SME issues community environmental case
- Speed: application process processing (sensitive
& decision cases)
- Availability of website info
Japan YES YES - New on-line/IMT 2005 YES - bi-annual self YES- improved YES- occasionally 1% Quality
- Speed: app process, 5 work days to - Reorganization at each website checks
decision & claims ackn all
- Application info req correspondence
- Availability of online app
- Availability of website info
- Staff availability
SACE NO YES: # of new -New IMT YES: # of SMEs YES- Annually surveys Data not available to Rely on customer
SME customers -Increased avail online info customers about products, answer. info vs. own due
-Reorganization service, price, web, claims, diligence
and private sector comps
US Ex-Im | YES YES: 80% of MT - New IMT in development YES YES YES — Occasionally 1% Quality
- Application info req w/in 20 days - Reorganization 2" Quantity

- Speed: app process (MT
primarily)

- Legal regrmts./timing

- Availability of website info

- Strategic relationship w/ exporters &
banks

- Claims processing improvements

- Outside process engineers

- New website
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Chapter 3: Core Business Policies and Practices
Section E: Ex-Im Bank’s Core Competitiveness

Overall, Ex-Im Bank’s core business policies and practices were graded an “A”, meaning that
Ex-Im Bank was generally competitive with the other G-7 ECAs. Figure 9 illustrates how Ex-Im
Bank fared competitively on sub-elements of each program, in addition to an aggregate grade
for each program. The grades are derived from both the survey results and the Bank’s analysis
of how it performs in comparison to its G-7 counterparts.

Figure 9: Grading of Ex-Im Bank’s Core Competitiveness

Key Elements Grade
Cover Policy A
Scope of country risk A
Depth of non-sovereign risk A
Breadth of availability (e.g., restrictions) A-/B+
Interest Rates A
CIRR A
Insurance cover A
Guarantee cover A
Risk Premia A
Sovereign A
Non-Sovereign A
Operational Efficiency A-/B+
Total Average Grade A
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Chapter 4: Comparison of Major Program Structures
Section A: Large Aircraft

Introduction

The economic and strategic importance of the civil aircraft manufacturing industry within the
United States and Europe, together with the significant cost of large commercial aircraft and the
long useful life of large commercial aircraft has justified a separate Annex to the OECD
Arrangement setting forth the terms of, and procedures for, ECA-supported aircraft financings
(the Civil Aviation Annex). The section of the Civil Aviation Annex that pertains to “large
aircraft” is known as the Large Aircraft Sector Understanding, or LASU, with “large aircraft”
defined as airplanes with 70 seats or more!. Today there are two primary producers of large
aircraft in the world: Boeing in the United States and Airbus SAS (Airbus) in Europe; however,
in the future, both Bombardier in Canada and Embraer in Brazil will also produce “large aircraft”
(i.e., regional jets with at least 70 seats). Accordingly, the current participants to the LASU are
the United States and the European Union, which, in this context, represents the interests of
France (Coface), Germany (Hermes) and the United Kingdom (ECGD) (collectively, the “Airbus
ECAs"), the primary locations of Airbus production; however, in the future, Canada (EDC) and
Brazil (BNDES and SBCE?) may become more involved in the LASU.

The LASU establishes the terms and conditions of export credit support that OECD governments
can extend to buyers of large aircraft. It sets a minimum cash payment of 15%, an interest
rate structure for ECA direct loans (set at 120 basis points and 175 basis points over 10-year
Treasuries for 10- and 12-year repayment terms, respectively) and a maximum 12-year
repayment term. The Civil Aviation Annex also sets forth the terms of, and procedures for,
ECA-supported financing of spare engines and spare parts related to large aircraft. The LASU
bans ECAs from providing support for large aircraft into producer country markets (also known
as “home market countries”, which currently includes the United States, France, Germany and
the UK and, as a result of a separate agreement between the Airbus ECAs and Ex-Im Bank,
Spain). Finally, the LASU prohibits tied aid financing for large aircraft.

As illustrated in Figure 10, Boeing and Airbus have accounted for approximately equal shares
of large aircraft orders over the past five years; however Airbus has received more orders than
Boeing in four out of the most recent five years. The results during the past five years reflect
the highly competitive nature of the large civil aircraft manufacturing industry.

Figure 10: Orders of Large Commercial Jet Aircraft
1999 2000 2001 2002 2003 Total

# % # % # % # % # % # %

Boeing | 391 | 45% | 611 | 54% | 334 | 47% | 251 | 46% | 250 | 47% | 1,837 | 48%

Airbus | 476 | 55% | 520 | 46% | 375 | 53% | 300 | 54% | 284 | 53% | 1,955 | 52%

Total 867 1,131 709 551 534 3,792

! Comparably sized aircraft configured for cargo operations are included in the definition of “large aircraft”.

2 BNDES (Brazilian Development Bank) and SBCE (Brazilian Export Credit Insurance Agency) are the two official
providers of export credits for the Brazilian government. They operate similarly to Japan’s JBIC and NEXI, i.e.,
BNDES provides direct loans and SBCE insurance coverage, often for the same transactions.
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For several years, Boeing and Airbus have been the only manufacturers of large aircraft.
However, as noted above, recently the regional jet manufacturers in Canada (Bombardier) and
Brazil (Embraer) have begun producing large aircraft (i.e., regional jets with 70 or more seats).
Although to date the primary market for both regional jets manufactured by Bombardier and
Embraer has been U.S.-based airlines, the trends that led to regional jet purchases in the
United States — bringing passengers from smaller cities to hub airports and more point-to-point
flights between smaller city pairs — are likely to spread to markets overseas, where these large
regional aircraft will be competing with the smallest U.S.-manufactured large aircraft.
Accordingly, Ex-Im Bank will closely monitor the terms and conditions offered by the Canadian
and Brazilian export credit agencies (i.e., EDC and BNDES/SBCE) in Ex-Im Bank’s traditional
aircraft finance markets. Moreover, if discussions to update the LASU begin in 2004, the United
States expects that both Canada and Brazil will take part in these discussions.

Ex-Im Bank’s Policy and Practice

Ex-Im Bank support for large aircraft transactions is provided almost entirely through its
guaranteed loan program. Under this program, Ex-Im Bank provides a 100% unconditional
payment guarantee of the repayment of principal plus interest at the contractual rate. As a
result, this program results in attractively priced financing on the Ex-Im Bank guaranteed
portion of the transaction.

In January 2003, Ex-Im Bank announced that it would reduce by one-third (1/3) its exposure
fee on asset-based aircraft transactions for airlines based in countries that adopt, ratify and
implement the Cape Town Treaty (including certain optional provisions). The Cape Town
Treaty is an international treaty that will facilitate asset-based financing and leasing of large
commercial aircraft by reducing the risk in cross-border asset-based aircraft financing. Ex-Im
Bank believes the decrease in risk due to the improved legal environment resulting from the
adoption and ratification of the Cape Town Treaty justifies the exposure fee reduction. During
2003, airlines in three countries (Panama, Ethiopia and Pakistan) qualified for the exposure fee
reduction with respect to the export of a total of 13 aircraft. Unless otherwise extended, the
exposure fee reduction incentive is currently set to expire on September 30, 2004.

Airbus ECAs’ Policies and Practices

The Airbus ECAs made three major changes to their aircraft financing programs in 2003, all of
which should result in a more “level playing field” between Ex-Im Bank supported Boeing
aircraft and Airbus ECA supported Airbus aircraft. First, during 2003, both Coface and Hermes
began offering a 100% unconditional guarantee for aircraft finance. Historically, both Coface
and Hermes had offered a 95% conditional insurance product, which resulted in higher interest
rates than under Ex-Im Bank’s and ECGD’s 100% unconditional guarantee programs.

Second, in the past, if the buyer entered into a purchase contract with Airbus, the Airbus ECAs
allowed buyers of large aircraft to “lock-in” a fixed interest rate up to three years prior to the
delivery of the aircraft at no cost to the buyer and without any obligation to use such “locked
in” fixed interest rate financing. Beginning in 2003: (1) the Airbus ECAs abandoned this “free”
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interest rate lock, which had provided a potential significant advantage to Airbus over Boeing
and was quite costly to the Airbus ECAs; and (2) the buyer of the aircraft must now use the
Airbus ECAs’ pure cover program, which enables the buyer to choose either a fixed or floating
interest rate but does not permit the buyer to set the fixed interest rate far in advance of the
delivery date for the aircraft at no cost to the buyer.

Third, during 2003, all of the Airbus ECAs generally began to charge a one-time, 3% upfront
risk premia on their financings of large aircraft.

Taken together, all three of these changes in the Airbus ECAs’ financing practices related to
large aircraft should result in a financing package that is more similar to that offered by Ex-Im
Bank. Thus, the opportunity for either the Airbus ECAs or Ex-Im Bank to gain a competitive
edge due to advantageous financing techniques appears to be fading.

Summary Data

Several factors contributed to a very challenging operating environment for airlines during
2003, although some of these factors had improved toward the end of the year: the outbreak of
SARS during the winter of 2002-2003; the uncertainties leading up to the hostilities in Iraq; the
continuing terrorist threat to the international airline industry; major airline bankruptcies in the
United States and Europe; soaring fuel prices; and competition from low-cost airlines. This
environment resulted in a contraction in or, in some cases, a total withdrawal from, the
commercial aircraft finance market by private sector financial institutions. In addition, given
that many of these factors had a direct, negative impact on airlines based in the United States,
Boeing (and Airbus) delivered an unusually high percentage of their aircraft to airlines outside
of the United States. This is evidenced by the increased percentage of deliveries of aircraft to
foreign buyers during 2003 as shown in Figure 11. During 2003, Boeing delivered a total of
281 commercial aircraft (down 24% from the prior year) of which 153 (or 54%) were delivered
to foreign buyers. Exports (by number of aircraft deliveries) have accounted for a growing
portion of Boeing’s deliveries since 2001, exceeding 50% for the first time in 2003. While the
percentage of Boeing’s foreign sales supported by Ex-Im Bank averaged approximately 25%
between 1999 and 2001, it increased to 41% in 2002 and to 48% in 2003.

Figure 11: Deliveries of Boeing Commercial Jet Aircraft

1999 2000 2001 2002 2003 Total

# % # % # % # % # % # %
Domestic 356 | 57% | 283 | 58% | 363 | 69% | 203 | 53% | 128 | 46% | 1,333 | 58%
Foreign 264 | 43% | 206 | 42% | 163 | 31% | 178 | 47% | 153 | 54% | 964 [ 42%
% Foreign
supported
by Ex-Im
Bank 27% 27% 23% 41% 48% 32%
Total 620 489 526 381 281 2,297

As shown in Figure 12, Ex-Im Bank and the Airbus ECAs financed the export of approximately
$8.2 billion in large aircraft during 2003. Ex-Im Bank supported the export of more aircraft
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during 2003 than during any year in Ex-Im Bank’s history except for 1999, even though the
overall number of Boeing aircraft that were delivered during 2003 (281) was down significantly
from its all time peak in 1999 (620). In 2003, Ex-Im Bank accounted for $5.4 billion (or 66%)
and the European ECAs accounted for $2.8 billion (or 34%) of the $8.2 billion total ECA
supported exports of large commercial aircraft.

Figure 12: 2003 ECA Support for Large Commercial Aircraft by Region

[ Total: $§5.4 Bn |

| Total: $2.8 Bn |

$337

European ECAs Ex-Im Bank

‘ WA frica/Middle East EEurope OAmericas O Asia/Pacific

Exporter and Lender Survey Results

Exporters and lenders generally find Ex-Im Bank’s aircraft financing program to be quite
competitive with the Airbus ECAs’ aircraft financing program. In particular, Ex-Im Bank
received very high marks for its Cape Town Treaty initiative, in which it offered to reduce
exposure fees by one-third (1/3) for asset-based transactions for airlines based in countries that
ratified and implemented the Cape Town Treaty (including certain optional provisions). Ex-Im
Bank’s willingness to guarantee loans denominated in currencies other than U.S. dollars is also
viewed as highly competitive with respect to the financing of large aircraft.

There are three areas where Ex-Im Bank does not fully meet the competitive needs of
exporters. First, Ex-Im Bank’s foreign content policy has been a source of concern for some
time, with one respondent noting that the rules “mildly disadvantage” U.S. exporters. A second
continuing problem, although not as significant a threat in 2003 as in previous years, is KfW’s
market window support (see Chapter 5, Section B) for Airbus, which provides additional
financing capacity on top of that already available from the Airbus ECAs®. Finally, U.S. engine
manufacturers and overhaul service providers find the long-standing U.S. government “Airbus
Policy” — preventing Ex-Im Bank from financing any U.S. content on any Airbus aircraft — to be

3 The 1999 peak occurred as a result of: (1) the need for Ex-Im Bank aircraft financing following the Asian financial
crisis in 1997-1998; and (2) a very large aircraft financing for a Middle East airline.

* As explained in Chapter 5, KfW is undergoing a reorganization, the competitive implications of which are as yet
unclear.
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a competitive disadvantage (Airbus ECAs will finance U.S. content on new Airbus aircraft and
European content on Boeing aircraft). One survey respondent indicated that after-market
services and engine refurbishment deals had been lost to ECGD-supported competition due to
this policy. With the exception of this one survey respondent, which graded the Bank’s large
aircraft financing program negatively due to the effect of the Airbus Policy on component sales,
Ex-Im Bank’s large aircraft program users found the Bank either fully or generally competitive
with its European competitors

Conclusion

Ex-Im Bank continues to provide aircraft financing support that is competitive with that
provided by the Airbus ECAs. Aspects of Ex-Im Bank’s standard export credit support that are
generally viewed as competitive, such as exposure fees and foreign currency guarantees,
contribute to the competitiveness of Ex-Im Bank’s aircraft finance program. The potential
competitive hindrances to Ex-Im Bank’s aircraft finance program, as noted by the U.S. exporting
community, are the Bank’s foreign content policy, market windows and Ex-Im Bank’s inability,
for larger U.S. government policy reasons, to finance U.S. content on Airbus aircraft.

4

The two competitive dynamics to watch over the next year are the impact of the Airbus ECAs
program changes and the emergence of Bombardier and Embraer into the large aircraft sector.
Ex-Im Bank expects large aircraft competition based on export credit financing to be neutralized
with the Airbus ECAs’ abandonment of the three-year fixed interest rate lock and Coface’s and
Hermes’ introduction of the 100% unconditional guarantee program for aircraft export credits.
On the other hand, Brazilian and Canadian large aircraft exports that receive official export
credit support — which might not necessarily comply with the Arrangement — could provide a
competitive challenge to the smaller jets offered by both Airbus and Boeing.
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Chapter 4: Comparison of Major Program Structures
Section B: Project Finance

Introduction

Limited recourse project finance refers to the financing of large-scale, long-term infrastructure
and industrial projects based upon a financial structure where repayment is sought from future
cash flows generated by the project. Export credit agencies have been providing support for
limited recourse project finance transactions since the early 1990s.

Most ECAs offer support for project finance transactions and, for transactions where products
are sourced from multiple countries, ECAs cooperate to establish structures that fairly balance
the risks between ECAs and other financial partners.

Ex-Im Bank’s Policy and Practice

Ex-Im Bank’s project finance program was created in 1994 and quickly became a competitive
program. Since then, Ex-Im Bank’s project finance program has evolved over the years based
on experience gained as well as customers’ needs and expectations. Currently 100%
comprehensive guarantees during the construction period and 100% comprehensive guarantees
or direct loans during the repayment period are available under the project finance program.
Another attractive feature of Ex-Im Bank’s project finance program is the absence of project or
country ceilings. Ex-Im Bank continues to be one of the most active of the G-7 ECAs in its
willingness to offer the flexible terms available for project finance transactions under the OECD
Arrangement.

Overall, the competitive features of Ex-Im Bank'’s project finance package are:

e 100% U.S. government-guaranteed support for all risks (political and commercial)
during both the construction and repayment periods;

e Willingness to utilize the project finance flexibilities allowed under the OECD
Arrangement;
Maximum availability for capitalization of interest during construction (IDC); and

e Financing of local country costs.

G-7 ECAs’ Policies and Practices

Across the board, ECAs offer very similar coverage for project finance transactions. All provide
cover for at least 90% of the political and commercial risks during the life of the project,
support local costs up to the amount of down payment, and capitalize the interest that accrues
during the lengthy construction period. The only difference between ECAs is in the quality of
coverage they provide. Ex-Im Bank and ECGD offer unconditional guarantees, EDC and JBIC
offer direct loans and the four other G-7 ECAs (Coface, Nexi, Hermes and SACE) all offer
conditional insurance. See Figure 13 for a comparison of ECA program features for 2003.



Figure 13: Comparison of ECA Project Finance Program Features
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**Conditional insurance products where post-default interest is not covered are considered “Below Standard.”
Conditional insurance products or direct loans where post-default interest is covered are classified as “Standard.”
“Above Standard” refers to unconditional coverage.
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Exporter and Lender Survey Results

Only a handful of survey respondents had any experience with Ex-Im Bank’s project finance
program. Within this limited group, recommendations focused on Ex-Im being more flexible in
its approach to structuring projects as well as offering a more expedited process. In addition to
the survey respondents, project sponsors, who are responsible for the development and
procurement decisions in project finance deals, are highly complimentary of Ex-Im Bank’s
Project Finance Division and feel that the Bank is easy to work with.

Conclusion

The project finance industry is cyclical in nature and is affected by the strength of the world
economy and of key industries. Thus, over the past five years, there has been a high level of
volatility in the number and dollar volume of project financings. Despite the volatility in the
worldwide project finance arena, Ex-Im Bank continues to be a significant player in the ECA
project finance arena. Ex-Im Bank’s project finance program is therefore fully competitive with
those offered by the other G-7 ECAs.
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Chapter 4: Comparison of Major Program Structures
Section C: Co-Financing “One-Stop-Shop”

Introduction

“One-stop-shop” arrangements allow an exporter to market a single ECA financing package to a
buyer interested in procuring goods and services from two (or more) countries. Without col]
financing, the parties would need to secure separate financing contracts with two (or more)
ECAs to ensure support for exports from various countries. The location of the largest share of
the sourcing and/or the location of the main contractor will generally determine which ECA
leads the transaction.

The lead ECA provides the applicant (buyer, bank or exporter) with export credit support for the
entire transaction. Behind the scenes, the follower ECA provides reinsurance to the lead ECA
for its share of the procurement. Thus, the lead ECA is able to provide a common
documentation structure, one set of terms and conditions, and one set of disbursement
procedures for the entire transaction. All parties benefit from the administrative ease of a
streamlined financing package. As use of intra-European and international co-financing has
grown, exporters continue to confirm that availability and ease of co-financing has become an
important and measurable competitive issue.

Ex-Im Bank’s Co-Financing “One-Stop-Shop” Arrangements

In 2001, Ex-Im Bank signed one-stop-shop bilateral agreements that allow the Bank to either
lead or follow in a co-financing transaction with ECGD (UK) and EDC (Canada), and initiated
discussions with other G-7 ECAs to sign bilateral agreements. During 2003, Ex-Im Bank
continued to gain experience by processing transactions under these co-financing
arrangements.  In addition, Ex-Im Bank approved a number of “one-off” co-financing
transactions with GIEK (Norway) and Coface (France).

Ex-Im Bank negotiations for bilateral framework agreements with Hermes (Germany) and
Coface led to the resolution of many outstanding issues and continued to evolve during 2003,
but no agreement has yet been reached on the bilateral provisions to be included in a
framework agreement. Specifically, two technical issues remain unresolved and continue to
stymie bilateral negotiations to conclude framework co-financing agreements with the major
insurer ECAs. First, in the event of a default, insurer ECAs have been unable to agree to
provide Ex-Im Bank with the right to obtain an assignment of rights to the entire Ex-Im Bank
guarantee portion of the debt — not just the installment that triggered the default.

Second, Ex-Im Bank'’s foreign currency program requires the borrower to accept the conversion
of the debt into a U.S. dollar obligation in the event of a default. That is, Ex-Im Bank would
pay out the guaranteed lender in the foreign currency of the loan, and subsequently Ex-Im
Bank would convert the debt to a U.S. dollar obligation. Other ECAs do not take foreign
currency risk. However, foreign ECAs have accounts in certain foreign hard currencies (e.g.,
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euro and yen accounts), add a surcharge onto transactions denominated in a foreign currency
or cap their liability to a specific amount of foreign currency.

As Ex-Im Bank policy and practice in both of these areas differs from insurer ECA policy and
practice, the ECAs continue to search for a technical solution that will allow co-financing
framework agreements to be concluded that would ensure compliance with internal (and U.S.)
policies, while at the same time be acceptable to other ECAs. Nevertheless, Coface and Ex-Im
Bank have been able to approve one-off deals in the absence of a framework agreement.
Discussions with SACE (Italy) to establish a bilateral framework agreement have been positive.
[Note: On March 22, 2004, Ex-Im Bank and SACE entered into a bilateral framework coll
financing and reinsurance agreement that could serve as a model for future agreements with
other insurer ECAs.]

Unlike most other ECAs, Ex-Im Bank does not require a formal bilateral framework agreement
before considering co-financing transactions. Thus, Ex-Im Bank will process co-financing
requests for transactions with ECAs on a case-by-case basis.

Figure 14 details the one-stop-shop co-financing transactions that the Bank has authorized in
2003. In summary, the Bank authorized six co-financing transactions (three long-term and
three medium-term) in Turkey, Brazil, Mexico and Russia, totaling approximately $75 million.

Figure 14: Ex-Im Bank “One-Stop-Shop” Co-finance Transactions in 2003

Ex-Im Bank &

Co-financing ECA Market Project Amount
France: Turkey Power Plant $45 million
Coface

France: Turkey Power Plant $13 million
Coface

Norway: Turkey Power Plant $13 million
GIEK

Canada: Brazil Agricultural Aircraft $460,000
EDC

Canada: Mexico Concrete Pumps $420,000
EDC

France: Russia Automated Teller $2 million
Coface Machines




47

G-7 ECAs’ Policies and Practices

As shown below in Figure 15, the bulk of co-financing agreements exist among the European
ECAs who have signed multiple framework agreements between themselves and have been
processing co-financed transactions since 1995. These agreements were originally designed to
help European ECAs manage their exposure. In addition, most ECAs have seized upon the
administrative efficiency that results from the one-stop-shop for export financing as a means of
improving their customer service and competitive image.

Figure 15: G-7 Co-financing “One-Stop-Shop” Agreements (as of December 2003)
ECGD EDC Hermes Coface SACE NEXI

ECGD
EDC X X
Hermes X
Coface X
SACE X
NEXI

When determining which transactions are eligible for co-financing, most ECAs agree that this
program can be used across sectors and transaction size. While certain ECAs prefer to use coll
financing for larger transactions, no fixed dollar limits currently exist on Ex-Im Bank co-finance
transactions. In addition, due to the complex nature of project finance transactions, ECAs
typically do not use the one-stop-shop to support exports to non-recourse projects.

Exporter and Lender Survey Results

About half of the survey respondents who commented on co-financing indicated that Ex-Im
Bank’s lack of signed bilateral agreements makes the co-financing program less competitive
than its foreign counterparts. In particular, several exporters and lenders remarked that the
lack of co-financing arrangements diminishes Ex-Im Bank’s competitiveness vis-a-vis the other
G-7 ECAs. On a positive note, several survey respondents rated Ex-Im Bank as competitive
with (and sometimes more competitive than) its ECA counterparts in terms of Ex-Im Bank’s
willingness to consider co-financing transactions absent a bilateral agreement.

Conclusion

Ex-Im Bank’s co-financing program is less available (and, to that extent, is less competitive)
than the programs of most of the other G-7 ECAs. The lack of signed bilateral agreements with
insurer ECAs is the main contributor to the Bank’s disadvantage vis-a-vis foreign export credit
agencies. Nonetheless, Ex-Im Bank has addressed transaction-specific requests for col]
financing. In this regard, Ex-Im Bank is unique in that it will consider co-financing transactions
absent a bilateral framework agreement.
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Chapter 4: Comparison of Major Program Structures
Section D: Foreign Currency Cover

Introduction

Over the past several years, foreign currency financing has become an increasingly important
competitiveness component of ECA programs. Foreign currency support works in the following
way. A commercial bank (or in the case of EDC or JBIC, the ECA) extends an export credit
denominated in a foreign currency to a foreign importer. In the case of ECA insurance or
guarantees, the interest rate applicable to the foreign currency transaction is negotiated
between the borrower and the lender, and the ECA provides political and commercial risk
coverage for both the interest and principal. Where the ECA provides a direct loan, the
applicable CIRR for the currency will be charged. Because hedging markets are very thin and
prohibitively expensive in the medium- and long-term, the existence and utility of ECA coverage
has a competitive effect on a buyer’s sourcing decision.

For the sake of clarity, it is necessary to define several terms used in this discussion:

“Domestic” currency: the currency used in the ECA’s country.

“Local” currency: the currency used in the importer’s country.

“Foreign” currency: any currency other than that used in the ECA’s country.

“Hard” currency: the legal tender of industrialized countries, such as the U.S. dollar,
Japanese yen, Swiss franc and the euro (and its precursor currencies), all of which
tend to have global acceptance as a medium of exchange and savings.

e “Soft” currency: the currency that is used only in the buyer’s country or region, such
as the Mexican peso, South African rand and Indian rupee. Soft currencies are, by
definition, also local currencies.

Trends in Foreign Currency Cover

With the adoption of the euro, there has been a consolidation in the hard currencies supported
by ECA financings, as illustrated in Figure 16 below. Nearly 10 years ago, in 1993, 88% of
OECD long-term financings were in U.S. dollars or a European currency, while today around
95% of OECD long-term financings are in dollars or euros. Until recently, an ECA’s ability to
offer support for dollar financing was sufficient, but in today’s competitive environment, where
ECAs have harmonized and reduced much of the subsidy in official export credits, an ability to
provide financing in local currencies is emerging as a differentiating factor among relatively
homogeneous ECA offers.

As a result, there has been a modest movement towards increasing local currency financing. In
2002 (2003 data is not yet available), $90 million and 35 transactions (less than one percent) of
OECD long-term financings were denominated in a local currency, as opposed to $20,000 and 3
transactions in 1993. The breadth of currencies supported has increased as well, as
globalization has intensified and widened demand for local currency financing. In 1993 the two
local currencies supported were the U.S. dollar and the Singapore dollar, both “hard”
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currencies. In 2002 the local currencies supported were the U.S. dollar, the Slovakian koruna,
the Czech koruna, the Malaysian ringgit, the United Arab Emirates dirham, and the South
African rand — a mix of “hard” and “soft” currencies. This increase in demand appears to stem
from importers’ decision to introduce the financial management technique of matching the
currency of their borrowings with the currency of their revenue stream.

Figure 16: Distribution of Currencies for ECA Long-Term Financings
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Ex-Im Bank’s Policy and Practice

For more than two decades, Ex-Im Bank has provided comprehensive guarantee and medium-
term insurance coverage for foreign currency denominated transactions. Ex-Im Bank originally
established this program to enable U.S. exporters to meet buyer demand for yen-priced offers,
but demand has increased the number of currencies that Ex-Im Bank is willing to cover.

Despite the significant interest in soft currency deals, Ex-Im Bank authorized one medium-term
soft currency transaction and two short-term soft currency transactions in 2003. The medium-
term transaction was for a line of credit in Mexican pesos for a Mexican airline, while the short-
term deals were for sales denominated in Mexican pesos and Czech koruna. Ex-Im Bank did,
however, authorize over $2 billion in hard currency financings: $2 billion for aircraft sales (5
euro deals, 1 Canadian dollar deal, 1 Australian dollar deal) and $1 million of euro financing for
an export of medical equipment. Thus, over 15% of Ex-Im Bank’s authorizations in 2003 were
for transactions denominated in a foreign currency.

G-7 ECAs’ Policies and Practices

Availability of support for local currency transactions, pricing and limits on exchange risk are the
three main factors that differentiate the G-7 ECAs’ foreign currency support. As noted above,
all of the OECD ECAs provide support for hard currency deals, as the standard currency of trade
is the U.S. dollar, followed by the euro. More than half of the OECD ECAs have supported
transactions in the importer’s local currency. However, only a handful of ECAs have supported
transactions in a soft currency. Figure 17 shows soft currency transactions supported by
OECD ECAs from 2000-2002. None of Ex-Im Bank’s G-7 competitors has supported a soft
currency transaction, although six of the smaller OECD ECAs have done so.
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Figure 17: Soft Currency Transactions Supported by OECD ECAs, 2000 - 2002

Number of Soft Currency Country of Soft Currency

ECA Transactions Transaction
OeKB (Austria) 1 Slovak Republic
EGAP (Czech Republic) 1 Slovak Republic
EKF (Denmark) 1 Czech Republic
GIEK (Norway) 1 Latvia
EKN (Sweden) 1 Malaysia
ERG (Switzerland) 1 United Arab Emirates
Ex-Im Bank 1 South Africa

Total 7

Generally the ECAs do not change their pricing for transactions denominated in hard currencies,
although several ECAs evaluate the risks inherent in such transactions on a case-by-case basis
and reserve the right to add a surcharge to their fee. The practice is mixed on the soft
currency transactions.

The Arrangement’s premia rules allow for a discount of the minimum premium for those
transactions that: (1) are denominated in a local currency; (2) are not subject to transfer risk;
and (3) maintain the obligation in the local currency throughout the life of the transaction (e.g.,
payments made after a default are still made in the local currency). ECGD’s foreign currency
program meets the criteria for the local currency discount, and ECGD is willing to discount the
premium on a local currency transaction. Most other ECAs are unwilling to discount the
premium, as they believe that some local currency transactions have other risks that offset or
negate the benefit of financing in a local currency. In fact, most would add a surcharge for a
soft currency transaction. From 2001-2003, there have been just three soft currency premia
discount notifications, two from Ex-Im Bank and one from Sweden.

Of those G-7 ECAs willing to support local currency transactions, all but EDC limit their exposure
to exchange risk at the time of default. The mechanisms used vary by ECA, but transactions
are structured to maximize the ECA’s ability to collect enough payments after an event of
default to ensure that the recoveries, when exchanged into the domestic currency, equal the
ECA's cost of paying the claim (i.e., the amount of domestic currency the ECA had to spend to
pay the claim in the local currency).

Figure 18 summarizes the foreign currency experience of the G-7 ECAs.
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Figure 18: G-7 ECA Medium- and Long-Term Foreign Currency Transactions

Exchange Risk Accepted Hard Currency Soft Currency
by ECA? Transactions Approved | Transactions Approved
EDC Yes USD, EUR, GBP, JPY None
Coface No; fix exchange rate at time uUsD, JPY None
of default
Hermes No; fix exchange rate at time UsD, JPY, None
of claim payment GBP
SACE Yes usD, JPY None
NEXI Yes USD, EUR None
|ECGD No; cap liability in British USD, EUR, AUD, JPY, CHF Omani rials, Thai bahts*
pounds
Ex-Im Bank| No; convert obligation to EUR, JPY, CAD, AUD Mexican pesos, Egyptian
dollars at time of claim pounds, Czech koruna, South
payment African rand, Indian rupees**

*For non-export credit transactions, ECGD has also supported Indian rupees, Hong Kong dollars, Malaysian ringgits,
Egyptian pounds and Pakistani rupees.

**In response to inquiries, Ex-Im Bank has indicated a willingness and ability to support Malaysian ringgits, Thai
baht, Israeli shekels, New Zealand dollars, Singapore dollars, Chinese renminbi, Brazilian real, Turkish lira, Korean
won, Russian rubles, Philippine peso and CFA franc. Ex-Im Bank will also consider other currencies as inquiries arise.

Exporter and Lender Survey Results

Ex-Im Bank received a limited number of comments on the competitiveness of its foreign
currency cover. The exporter who most regularly uses the program wrote: “Ex-Im Bank
continues to be flexible regarding foreign currency guarantees.” Thus, in comparison to the
other G-7 ECAs, Ex-Im Bank is generally competitive.

Conclusion

In sum, Ex-Im Bank’s foreign currency program is generally competitive with that of other
ECAs. Ex-Im Bank is a leader among the G-7 ECAs in the offering of local currency cover, and it
is competitive with other ECAs in pricing local currency cover and in its limitations on taking
exchange risk after default.
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Chapter 4: Comparison of Major Program Structures
Section E: Ex-Im Bank’s Major Program Competitiveness

Ex-Im Bank’s major program structures collectively were graded “A-/B+”, meaning that Ex-Im
Bank was somewhere between generally and modestly competitive with the other G-7 ECAs.
Although Ex-Im Bank’s aircraft, project finance and foreign currency programs were competitive
with the other G-7 ECAs, Ex-Im Bank’s co-financing program hampered competitiveness overall.
Figure 19 shows Ex-Im Bank’s competitiveness in various aspects of each major program, as
well as an aggregate grade. The grades are derived from both the survey results and the
Bank’s analysis of how it performs in comparison to its G-7 counterparts.

Figure 19: Grading of Ex-Im Bank’s Major Program Competitiveness

Key Elements

Adjusted Grade

Large Aircraft A
Interest rate level A
Percentage of cover A
Risk capacity A

Project Finance A+
Core program features A+
Repayment flexibilities A+

Co-financing B-/C+
Bilateral agreements B-/C+
Flexibility in one-off deals B

Foreign Currency Guarantee A
Availability of hard cover A
Availability of local cover A
Pricing A

Total Average Grade A-/B+
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Ch. 5 Economic Philosophy and Competitiveness
Section A: Trade-related Tied and Untied Aid

Introduction

The U.S. government has been pursuing OECD disciplines on aid since the 1970s. The U. S.
government goal is to limit the trade distorting impacts of aid by establishing specific rules to
which trade-related aid must conform. Accordingly, an OECD agreement to discipline aid that
has the greatest potential to be trade distorting (also known as “tied aid” or aid tied to
procurement from the donor’s country) was agreed in 1992.

The OECD tied aid rules have helped reduce tied aid to an average of about $3-4 billion
annually (despite a surge in Japanese tied aid from 1998 to 2001). In 2002, Helsinki